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MEMORANDUM FOR DISTRIBUTION

From: Director, Cost Engineering and Industrial Analysis
(SEA017)

Subj: TOTAL OWNERSHIP COST (TOC) IMPLEMENTATION GUIDANCE
Ref: NAVSEA TOC Working Group meeting of 23 Jun 98

Encl: (1) TOC Baseline Selection
(2) Cost Roll Up Ground Rules

1. This memo provides guidance relative to TOC baseline
selection (enclosure (1)) and program cost roll up (enclosure
(2)) as decided during reference (a).

2. These policies will remain in effect until cancelled or

superseded by separate correspondence. As a matter of
convenience, these policies will be posted on the SEAQ017 Web site
(http://www.navsea.navy.mil/sea0l7/toc.htm) along with other TOC
materials of interest. Questions regarding this correspondence

should be directed to (IR St2 0171, 602-1308, x166.
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TOC Basel i ne Sel ecti on

The selection of a starting point for neasuring progress is
the single nost critical factor in establishing netrics for TOC
reduction efforts. Program Managers nust be clear as to the
starting point selected to nmeasure TOC progress against. Program
Managers nust al so be precise in articulating cases where
war fighting capability increases have been made in concert with
changes in ownership costs. Wen establishing TOC baseline, sone
costs may al ready be sunk (e.g. RDT&E expended at program
conception); program nmanagers are not expected to expend great
effort to determ ne sunk costs. There are three clearly defined
poi nts of departure fromwhich to nmeasure TOC reduction. The
policies associated with these points of departure are defined in
the foll owm ng paragraphs.

|. For Progranms That Are Pre-M /I estone

The basic prem se to be applied here is new start prograns
are generally designed as sone form of replacenent or significant
t echnol ogi cal advance for an existing program For exanple, the
CvX programis a future year replacenent for current NIMTZ d ass
carriers. Simlarly, the DD 21 programis a future year
repl acenent for current AEG S Cl ass destroyers. Therefore, it is
an inportant part of these newstart prograns to denonstrate
their TOC, as well as their warfighting capability, is a
significant inprovenent to the entity being replaced. In summary,
the basis of conparison for new start progranms, where an
i ndependent life cycle cost estimate has not yet been perforned,
will be the systen(s) the new start repl aces.

1. For Prograns At MIlestone | Through I1COC

The m | estone deci sion process requires the generation of a
Program Life Cycle Cost Estimte (PLCCE) as part of the decision
process. The PLCCE nust be done in a manner that captures al
the elements of TOC for display internal to the Navy. Current
Navy policy does not require display of certain indirect
personnel costs outside of the Navy. This policy is outlined in
ASN( RDA) Menor andum of 19 Aug 1997, subj.: Manpower Cost
Esti mati ng Dat abases And Met hodol ogies. As part of the pre-

M| estone | process, the Program Manager may have enbarked on
multiple cost savings initiatives that wll be reflected in the
PLCCE. This may cause TOC reductions previously identified to
becone absorbed into the PLCCE and thus transparent to the

M | estone Decision Authority. Therefore, it is inportant to
qualify the PLCCE as a neans of docunenting TOC reduction
inplicit in the initial PLCCE and any subsequent updates.
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I11. For Progranms Past |COC

The PLCCE continues to be the baseline of record for these
systens. The PLCCE shoul d be updated based on return cost data
obt ai ned from VAMOSC or other |ike data sources to reflect the
i npact of ongoing or planned TOC reduction efforts. It is
particularly inportant to update the PLCCE to reflect the inpact
of noderni zation pl ans.



Cost Roll Up G ound Rul es

This policy defines the guidelines to be followed for the
i ncorporation of systemcosts into platformlevel costs for the
pur poses of TOC reporting. The follow ng apply:

M ssile, torpedo, mne, nunitions, etc. prograns are to be
reported separately and not rolled up to a ship's TOC
baseline. This includes itens that are rotated fromship to
ship such as Long-term M ne Reconnai ssance System (LMRS).
The general premse is all of the aforenentioned itens are
ei t her expendabl es or not permanently installed on a ship
platformand thus not directly allocable to the platform

In all cases, cognizant “Systeni PMs are responsible for
devel opi ng, updating and nonitoring their own TOC reduction plan.
These TOC reduction plans should reflect the total market for
which a particular systemis intended. The system PM should then
establish and publish his TOC reduction plan to all offices in
the target market. The plan should clearly define how the TCC
pl an i npacts the cost of a particular platformon which the
systemis installed and depl oyed. The system program nmanager
will define how all of the systemcosts are to be all ocated
across the target market. This nethod requires a rigorous
di al ogue between the system PM and the platformPMto fully
under stand and adopt the TOC al | ocati on proposal .

Prior to system|1OC all systemcosts will be reported as a
stand alone entity. After systemis I10OC, systens start to
roll up to ship TOC baseline as defined above.

System s non-recurring devel opnent costs will not be rolled
up to the platform These costs will continue to be
reported as part of the system TOC baseline, as will any
noder ni zation efforts unless those efforts are platform

uni que. In those cases the devel opnent costs will be
allocated to the inpacted platform
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